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CITY OF SALISBURY, NORTH CAROLINA
BUDGET SUMMARY
For the Year Ending June 30, 2005

Generd/Specid Revenue Funds Enterprise Funds
Generd Generd Fund Entitlement Water/Sewer
Fund Capitd Reserve Fund Water/Sewer  Capital Resarve Trangt Tota
Estimated Fund Balance/
Net Assets 6/30/04 $ 3589566 $ 1805461 $ 140000 $ 70456139 $ 3/2,255 $ 134435 $ 76,507,856

Budgeted Revenues & Other Financing Sources:

Taxes $ 17950814 $ - $ - $ - $ - $ - $ 17950814
Licenses and Permits 578,660 - - - - - 578,660
I ntergovernmental 4,931,120 - 557,013 - - 387,610 5,875,743
Chargesfor Sarvices 2,085,669 - - 17,016,917 - 70,000 19,172,586
Miscellaneous 654,989 14,000 100,000 328,550 11,000 6,000 1,114,539
Adminigtrative 1,901,732 - - - - - 1,901,732
Capital leasss - 451,000 - - - 451,000
Capita contributions - - - 1,052,336 1,052,336
Transfers From Other Funds - 1,330,417 - - 395,578 160,282 1,886,277
Totd Available Resources $ 28102934 $ 1795417 $ 657,013 $ 17,345467 $ 406578 $ 1676228 $ 49,983,687
Expenditures:
General Government $ 6,037,003 $ 271125 $ - 3 - $ - $ - $ 6308128
Public Safety 9,467,199 1,093,213 - - - - 10,560,412
Trangportation 4,475,541 291,555 - - - - 4,767,096
Environmental Protection 1,836,051 297,600 - - - - 2,133,651
Culture and Recrestion 2,344,536 132,450 - - - - 2,476,986
Community & Economic
Devel opment 1,294,262 12,000 657,013 - - - 1,963,275
Education 42,342 - - - - - 42,342
Water & Sewer - - - 11,803,413 548,347 - 12,351,760
Mass Trangit - - - - - 1,801,827 1,801,827
Debt Sarvice
Principa 691,681 66,167 - 3,233,615 - - 3,991,463
Interest 423,670 16,963 - 1,982,684 - - 2423317
Trandfersto other funds 1,490,699 - - 395,578 - - 1,886,277
Total Expenditures $ 28102934 $ 2181073 $ 657,013 $ 17415290 $ 548347 $ 1801827 $ 50,706,534

Budgeted Increase (Decrease)
in Fund Balance $ - $ (385650 $ -8 (69823) $ (141,769) $ (1255990 $  (722,847)

Full Accrua Adjustments: *

Budgeted Capitd Outlay - - - 972,461 548,347 1,169,262 2,690,070
Budgeted Debt Prindipd - - ; 3233615 - - 3233615
Estimated Depreciaion - - - 2,998,350 - 5072 3,003,422
Estimated Fund Baance/
Net Assets 6/30/05 $ 3589566 $ 1419805 $ 140000 $ 77590742 $ 788833 $ 1183170 $ 84,712,116
! See explanation on page 2-2

As of June 30, 2004, the City estimates an unreserved General Fund balance of $2,000,000. Thisis lower than
stated in the City’s Reserve Policy, as explained on page 2-4, due to the Governor withholding over $2,000,000
owed to the City to balance the State’ s budget in FY02. Due to the Governor’s actions, the City had aloss during
FY 02 of $931,358, but through restrained spending in FY 03, the City had a surplus of $203,655.
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The graph above clearly depicts the effect on the General Fund fund balance due to the budget problems of the
State of North Carolina. Though, through conservative fisca management, the City has been able to increase
retained earnings in the Water and Sewer Fund for the past five years.

SUMMARY OF INTERFUND TRANSFERS
For the Year Ending June 30, 2005

Generd Fund ~ Water & SaNerTO
FUND Capitd Reserve  Capitd Resarve Trangt TOTAL OUT
= Generd $ 1330417 $ - $ 160282 $ 1,490,699
5 Water & Sewer - 395,578 - 395,578
TOTAL IN $ 1330417 $ 395578 $ 160,282 $ 1,886,277

GENERAL FUND REVENUE STRUCTURE

The City's General Fund has five major sources of revenue: taxes, licenses and permits, intergovernmental revenue,
charges for services, administrative revenue, and miscellaneous revenue. Taxes are composed of property, sales, and
dog taxes. Licenses and permits are composed of privilege licenses and cable television franchise fees.
Intergovernmental revenues are composed of grants, state-shared revenues, and reimbursements. Charges for
services are composed of user fees and reimbursed charges. Administrative revenue represents the Water and Sewer
Fund contribution to the operations of the General Fund. Miscellaneous revenues are composed of interest revenue,
sales, and revenues not allocated elsewhere.

It would appear that with these various revenue sources, the generation of revenue to meet service level expenditure
requirements would be asimple task. This, however, is not the case.

Revenues available to finance our local government can be characterized as either "elastic” or "inelagtic." Elagtic
revenues are highly responsive to changes in the economic base and inflation. As the economic base expands or
inflation goes up, elastic revenues rise in roughly proportiona or greater amounts. Likewise, they go down during
times of deflation and recession. For example, sales tax revenue, though the tax rate remains the same, increases
during better economic periods due to the increase in retail business and declines during poor times. Yields from
inelagtic revenue sources, such as user fees and charges, are somewhat unresponsive to changes in economic
conditions and require that government officials change fees and charges to obtain a change in revenue.

Most City revenue sources are inelastic. Two of the few remaining elastic revenues the City has are sales tax
revenue and privilege licenses.

Several revenue types such as Powel|l Bill and sales taxes, are distributed within Rowan County based on population.
As the population in Rowan County and other County municipalities has increased in proportion to Salisbury’s, the

1-4



City’ s share of these revenues has decreased. Without the annexations or other major growth within the City limits,
the City will continue to receive asmaller share of the total revenue pool each year.

City revenues have in prior years aso face another limitation; the State tampering with state-shared revenues and
reimbursements. In the past, the State has eliminated property tax on retail, wholesale, and manufacturers
inventories. They then placed a cap on income to municipalities from intangibles taxes, utility franchise taxes, and
inventory reimbursements. This cap on utility franchise taxes expired in FY 1994-95. However, growth had been
minimal without annexation. Intangibles taxes have been repealed by the General Assembly and replaced with an
annual appropriation. Both the intangibles tax and inventory reimbursements were subject annually to the whims of
the General Assembly for funding. In FY2002-03, the General Assembly terminated all reimbursements to local
governments in North Carolina. They did approve a sales tax of one-half cent to replace them. For Salisbury, the
additional one-half cent would only make about half of what the City was losing. Since Salisbury was not the only
local government in North Carolina with this problem, the General Assembly did provide a hold-harmless clause
which will reimburse some loca units like Sdisbury for the difference in what the new one-half cent sdes tax
generates and what was lost in reimbursements. For FY 2004-05, the projected amount of the hold-harmless amount
is$791,212.

The City directly controls only property taxes, user fees and charges, privilege licenses, and the Water and Sewer
Fund contribution. These four revenue sources are the only ones that City Council can increase or decrease at will.
During FY 2003-04, these four sources in the General Fund accounted for 68.6% of tota revenue. The City lacks
control over all other revenues.

Property taxes may be adjusted in two ways. The tax rate can be either changed, and/or the assessed value of the
property can be raised or lowered. Each year, City Council sets the property tax rate as part of adopting the annual
budget ordinance.

User fees and charges for some services have been established to reimburse the City for al or part of the cost for that
service. City Council has absolute control over the services for which afeeislevied and the amount of the fee.

Privilege licenses are controlled both by the State and City Council. A city may levy a privilege license on certain
types of businesses and professions as established by State Statutes. The State also sets a maximum rate for some
businesses and professions. Most businesses, however, do not have a maximum license rate or amount. City
Council has the authority to set alicense rate and/or amount for these businesses.

Administrative revenue is the Water and Sewer Fund's contribution to the operations of the General Fund. It
represents the Water and Sewer Fund's share of expenses incurred in the General Fund for such things as water and
sewer billing, financia administration, fleet management, purchasing, personnel administration, legal, and general
management services. The funding of the contribution is a component of the water and sewer rates set by City
Council and should not exceed the actual costs incurred in the General Fund for the Water and Sewer Fund's
operations.

In summary, most City revenues can be characterized as inglastic with no City control. The City controls only
property taxes, user fees and charges, privilege licenses, and administrative revenue.

REVENUE ASSUMPTIONS FOR FY 2004-05

General Fund Revenue

Taxes:
Property Taxes - Real property were estimated to increase by 2%, personal property by 3% and public
service property 1% over the 2003 assessed values. This estimated growth for real and personal property
and public service property is based on historical trend analysis. A 3.0% uncollectible rate was used.
Prior Year Property Taxes - Based on historical trends adjusted by the size of the 2003 property tax
receivabl e balance projected as of June 30, 2004.
Interest on Delinquent Taxes - Based on historical trends.
Local Option Sales Tax - Based on estimates provided by the North Carolina League of Municipalities
and last year's sales data (see graph on page 1-8).
Other Taxes - Based on historical trends.
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Licenses and Permits:
Privilege Licenses - Based on a projection of all currently licensed business in Salisbury at the current
license rates.
Franchises - Based on historical trends for receipts from the cable television company (see graph on page
1-8).

I ntergovernmental:

Federal - Based on anticipated and existing grants. The City will receive a grant to help design a
replacement bridge and acquire the necessary right-of-way.

State - Based on FY2004-05 state shared receipts plus anticipated state grants. As mentioned in the
previous section, the City receives funding from the State for the difference in the new one-half cent sales
tax and the lost reimbursements. The City aso receives funding for street maintenance through the
Powell Bill Fund, which is allocated based on population and city-maintained street mileage. The City is
anticipates receiving agrant for Greenway construction. (See graph on page 1-8).

L ocal - Based on historical trends and anticipated grants (see graph on page 1-9).

Chargesfor Services:
Supportive Court Services - Based on historical trends.
Community Services - Based on historical trends for fees relating to devel opment and zoning.
Environmental Protection - Based primarily on existing user charges for recycling and landfill tipping
fees and the fee for al waste collection costs.
Culture and Recreation - Based on projected activities, participation, and fee levels.
Public Safety - Based on historical trends (see graph on page 1-9).

Miscellaneous:
Interest Earned on Investments - Based on estimated cash balances during FY 2004-05 and estimated
interest rates.
I nsurance Proceeds - Based on historical trends.
Rentals and Sale of Property - Based on historical trends (see graph on page 1-9).
Other - Based on historical trends (see graph on page 1-9).

Administrative:
Interfund Revenues - Based on estimated expenditures for services provided by General Fund
departments that are reimbursed by the Water and Sewer Fund. These expenditures are the sum of the
estimated percentage of time each General Fund department expends on behalf of the Water and Sewer
Utility multiplied by the departmental budget. This transfer amount is calculated annually.

General Fund Capital Reserve Fund Revenue
Miscellaneous:
Interest Earned on Investments - Based on estimated cash balances during FY 2003-04 and estimated
interest rates.
Other - Based on historical trends.

Other Financing Sour ces:
Operating Transfer from General Fund - Funding based on vehicle and computer replacement
schedules that the General Fund will place in reserve for future vehicle and computer purchases.

Water and Sewer Fund Revenue
Operating Revenues:
Chargesfor Services - Based on estimates using historical volumes, trends, projections, and revised rates
based on a comprehensive rate review completed in April 2004.



Nonoperating Revenues:
Interest Earned on Investments - Based on estimated cash balances during FY 2004-05 and estimated
interest rates.
Miscellaneous Revenues - Based on historical trends.

Water and Sewer Capital Reserve Fund Revenue
Miscellaneous:
Interest Earned on Investments - Based on estimated cash balances during FY 2004-05 and estimated
interest rates.

Other Financing Sour ces:
Operating Transfer from Water and Sewer Fund - Funding based on vehicle and computer
replacement schedules that the Water and Sewer Fund will place in reserve for future vehicle and
computer purchases.

Transit Fund Revenue
Operating Revenues:
Chargesfor Services - Based on estimates using historical ridership and trends.

Nonoperating Revenues:
I ntergover nmental - Based on estimates provided by the State of North Carolina.
Miscellaneous Revenues - Based on historical trends.

Other Financing Sour ces:
Contributed Capital - The amount of fundsto be provided for purchase of capital items.
Operating Transfer from General Fund - The amount of subsidy that the General Fund will provide
the Transit Fund during FY 2004-05.

Special Revenue Funds Revenue
I ntergover nmental:
Federal - Based on an estimate provided by the U.S. Department of Housing and Urban Devel opment.

Miscellaneous:
Other - Based on anticipated program income.

TREND MONITORING

As noted previously, many revenues are budgeted based on historical trends. Trend monitoring is an essential
element in the budgeting process for the City of Salisbury. Revenue information by line item is available for the
current fiscal year, along with actua revenues for the past two fiscal years. The information is then evaluated
based on past trends in conjunction with current
estimates. Indicator #6 - Property Tax Revenues

Constant Dollars

At the end of each fiscal year, trend information | s s00,000
is gathered using the Financial Trend Monitoring
System, which alows the City to monitor its | ss.000,00 1
financial condition. The Financial Trend
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trandated into indicators, which are then
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the C|ty On the right isan examp|eof atrend the FY9%  FY9S  FY%  FY97 FY98 FY9  FY0 FYOl  FY02  FYO3
City monitors. As shown in the graph, the City
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OTHER REVENUE TRENDS

The following graphs are two of the other major revenue sources for the Genera Fund.

State - Intergovernmental Revenue
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This revenue is based on the 1% and Y% loca
option sales tax. As discussed under General Fund
Revenue Structure, this revenue source is €astic.
Due to the dowing retail climate and retall
construction in the past year and impact from the
census population redistribution, the City is
projecting flat growth from the sales tax. But in
FY 04, the City will receive the effect of afull year of
the new one-half cent sales tax, as approved by
Rowan County in December 2003.

As stated in the assumptions, this revenue source is
comprised of state-shared receipts and state grants.
Due to the North Carolina State budget crisis, the
Governor had withheld inventory reimbursements
and utilities franchise tax from local governments in
FY02. Subsequently in FY 03, the General Assembly
terminated all reimbursements to local governments
in North Carolina, but in FY04 and FY05 the State
will reimburse the City for the difference between
the reimbursements and the estimated receipts from
the new one-half cent sales tax.
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The following graphs depict major revenue sources that are based on historical trends. Each graph has a brief
description of that particular revenue source along with an analysis of the trends.
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These revenues are based on gross revenues within
the City limits of the cable television company. As
revenue base for the cable company increases, so
does the revenue received by the City.



These revenues are from the Salisbury Housing
Authority. Part of the revenue is payment in lieu
of taxes as partiad compensation for the property
tax for which the agency is exempt. The Housing
Authority also reimburses the City for the
personnd costs for police officers working within
the Housing Authority. In FY02, the Housing
Authority received a grant to enhance police
patrol. But in FY 03, funding was discontinued for
the reimbursement of one officer and funding for
the remaining officer was discontinued in FY 04.
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Charges for Services - Public Safety
$700,000
$600,000
$500,000
$400,000
$300,000
$200,000
$100,000

$0

FYO01 Act FYO02 Act FYO03 Act FYO04 Est FYO5 Bdgt

For FYO05, fifty-nine percent of this revenue
category is comprised of rentals. Rental revenue,
both residential and commercial, from the Plaza
continues to increase aong with renta of the
Salisbury West Community Center and revenue
from a parking lot. Other revenue sources for this
category include sale of assets, sale of materials,
cemetery sales, and rental of Hurley Park.

These revenues are derived from police and fire
protection, and charges for radios and pagersto public
agencies within the area. In FY96, the City
implemented a fee for permits and inspections by the
Fire Department. Beginning in FY97, the Rowan-
Salisbury School System started paying for one-half
the cost of a third School Resource Officer as they
have for the previous officers hired.
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This revenue is subject to significant fluctuation due
to General Fund donations and miscellaneous
revenue. In FYO01, the City received large one-time
donations from various foundations for community
projects.
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